s 

354.5 

L72DA 

1983 


PLEASE  RETURN 


STATE  DOCUMENTS  COLLECTIPH 

FEB  2  11984' 

AAONTANA  STATE  UBRARV 

1515  E.  6th  AVE. 
HELENA,  MONTANA  59620 


OFFICE  OF  THE  LEGISLATIVE  AUDITOR 

STATE  OF  MONTANA 
STATE  CAPITOL         •  HELENA 


MONTANA  STATE  LIBRARY 


STATE   OF  MONTANA 

Office  of  the   Legislative  Auditor 

Report  to  the  Legislature 

DEPARTMENT  OF  AGRICULTURE 

Report  on  the   Examination  of  Financial  Statements 
Two  Fiscal  Years   Ended  June  30,    1983 


Office  of  the   Legislative  Auditor 
83-25  Room   135,    State  Capitol 

Helena,    Montana     59620 


Digitized  by  tine  Internet  Archive 

in  2010  with  funding  from 

IVIontana  State  Library 


http://www.archive.org/details/departmentofagri1983mont 


TABLE   OF   CONTENTS 


Page 


Administrative  Officials  ill 

Summary  of   Recommendations  v 

Introduction  1 

Department   Background  1 

Recommendations  of  Prior   Audit  3 

Federal   Compliance  3 

Financial   Status   Reports  4 

Reporting    Function  5 

Excess   Federal   Cash  7 

State  Compliance  7 

Federal    Payments  7 

Hail    Insurance  Adjusters  8 

Revenue  Cutoff  9 

Internal    Control    Review  10 

Property,    Plant,    and    Equipment  11 

Auditor's    Report  and    Financial   Statements 

Auditor's   Report  13 

Combined   Balance  Sheet,    All    Funds  and 

Account  Group,    June  30,    1983  15 

Combined   Statement  of   Revenues,    Expen- 
ditures,   and   Changes   in    Fund   Balance   - 
Budget  and   Actual,    Governmental    Fund 
Types   and   Similar   Trust    Funds,    For   the 
Fiscal   Year   Ended   June  30,    1983  16 

Combined   Statement  of   Revenues,    Expen- 
ditures,   and   Changes   in    Fund   Balance   - 
Budget  and   Actual,    Governmental    Fund 
Types  and   Similar  Trust   Funds,    For  the 
Fiscal   Year    Ended   June  30,    1982  17 


TABLE  OF   CONTENTS   (Continued) 

Page 

Combined   Statement  of   Revenues,    Expenses, 
and   Changes   in    Retained    Earnings,    Pro- 
prietary   Fund   Type,    For  the   Fiscal   Year 
Ended   June   30,    1983  18 

Combined   Statement  of   Revenues,    Expenses, 
and   Changes   in    Retained    Earnings,    Pro- 
prietary   Fund   Type,    For  the   Fiscal    Year 
Ended   June  30,    1982  19 

Combined   Statement  of  Changes   in    Finan- 
cial   Position   (Working   Capital),    Proprietary 
Fund   Type,    For   the   Fiscal    Year   Ended 
June   30,    1983  20 

Combined   Statement  of  Changes   in    Finan- 
cial   Position   (Working   Capital),    Proprietary 
Fund   Type,    For  the   Fiscal    Year   Ended 
June  30,    1982  21 

Notes  to  the   Financial   Statements  22 

Schedule  of   Federal   Grant   Receipts  and 

Disbursements,    Fiscal    Years    Ending   June  30, 

1982  and   1983  29 

Agency    Reply  30 


DEPARTMENT  OF  AGRICULTURE 


Keith  Kelly 
Ralph  Peck 
Mary   Evans 


ADMINISTRATIVE  OFFICIALS 
Director 
Deputy  Director 


Administrator 

Centralized  Services  Division 


Gary   L.    Gingery 

Oran   Roy  Bjornson 

Bruce  Meyer 

James  Christianson 

*Tom   Bishop 

^Position  open  as  of  September  1983 


Administrator 

Environmental  Management  Division 

Administrator 

Plant   Industry  Division 

Manager 

Hail   Insurance  Unit 

Manager 

Wheat  Research  and  Marketing   Unit 

Manager 

Rural   Development  Unit 


ADMINISTRATIVELY   ATTACHED   BOARD  AND   COMMITTEE 
BOARD  OF   HAIL    INSURANCE 


James  W.    Stephens,    Chairman 

Keith   Kelly,   Secretary 

Adrien   R.    Long 

Troy  Martin 

E.V.    "Sonny"   Omholt,    State  Auditor, 
Ex  Officio 


Term 

Expires 

Dutton 

April   1985 

Wolf  Point 

April   1984 

Winifred 

April   1986 

III 


DEPARTMENT   OF   AGRICULTURE 

ADMINISTRATIVE  OFFICIALS 
(Continued) 

WHEAT    RESEARCH   AND  MARKETING   COMMITTEE 


Richard  Sampsen,    Chairman 

George  Skarda 

Glenn  Moore 

William   F.    Brinkel,    Jr. 

James  Jenks 

Karen  Mattson 

Ernest  Bahnmiller 


Term 

Expires 
August  20 
of: 

Dagmar 

1986 

Denton 

1984 

Willard 

1986 

Broadview 

1986 

Hogeland 

1987 

Chester 

1987 

Big  Sandy 

1988 

James  Welsh,    Dean  of  Agriculture,    College  of  Agriculture,   Montana 
State  University,    Ex  Officio  Member 

Keith   Kelly,    Director,    Department  of  Agriculture,    Ex  Officio  Member 

Mel   Sobolik,    Vice-President,    Farmers   Union,    GTA,    Great   Falls, 
Ex  Officio  Member 


IV 


SUMMARY   OF    RECOMMENDATIONS 

This   listing   serves  as  a  means  of  summarizing  the  recommendations 
contained   in  the  report  and  the  audited  agency's  reply. 


Recommendation   #1 

The  department  prepare  and  submit  Financial 
Status   Reports  in  accordance  with  federal   reg- 
ulations. 

Agency   Reply:      Concur.      See  page  30. 

Recommendation  tt2 

The  department  implement  its   reorganization 

plan   to  transfer  the   reporting  and   accounting 

functions  for  federal   grants  to  Centralized 

Services. 

Agency   Reply:      Concur.      See  page  30. 

Recommendation  #3 

The  department  request  federal   moneys  only  as 

needed  to  minimize  cash   balances. 

Agency   Reply:      Concur.      See  page  31. 

Recommendation  #4 

The  department  monitor  the  federal   funds  to 
ensure  non-General    Fund  money   is  spent  before 
General   Fund  money. 

Agency   Reply:      Concur.      See   page  31. 

Recommendation  #5 
The  department: 

A.  Accrue  vacation  and   sick   leave  for  actual 
hours  worked  as   required   by  current  law. 

Agency   Reply:      Concur.      See  page  31. 

B.  Pay  the  adjusters  overtime  for  hours  worked 
in   excess  of  40  hours   per  week  as   required 
by  law. 

Agency   Reply:      Concur.      See  page  31. 

C.  Work  with  the   Department  of   Labor  and 
Industry  to  properly  classify  the  hail   insur- 
ance adjusters. 

Agency   Reply:      Concur.      See  page  32. 
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Recommendation  #6 

The  department  recognize  revenue  in  accordance 

with   the  modified   accrual   basis  of  accounting 

and   state  accounting   policy.  10 

Agency   Reply:      Concur.      See  page  32. 

Recommendation  #7 
The  department: 

A.  Review  and  approve  all   PAMS  documents 

to  prevent  coding  errors.  12 

Agency    Reply:      Concur.      See  page  32. 

B.  Ensure  all   property  changes  are  documented 

on    PAMS.  12 

Agency   Reply:      Concur.      See  page  32. 
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INTRODUCTION 

We  performed  a  financial  compliance  audit  of  the  Montana 
Department  of  Agriculture  for  the  two  fiscal  years  ended  June  30, 
1982  and   1983. 

The  objectives  of  our  audit  were  to:  1)  express  an  opinion 
on  the  financial  statements  for  the  two  fiscal  years  ended  June  30, 
1983;  2)  determine  compliance  with  applicable  state  and  federal 
laws  and  regulations;  3)  provide  recommendations  for  improving 
management  and  internal  controls  in  the  department;  and  4)  deter- 
mine   whether   prior   audit    recommendations    have   been    implemented. 

This  report  contains  7  recommendations  to  the  department. 
These  recommendations  address  areas  where  management's  practices, 
internal  controls,  and  compliance  with  laws  and  regulations  can  be 
improved.  Other  areas  of  concern  deemed  not  to  have  a  significant 
effect  on  the  successful  operations  of  the  department  programs  are 
not  specifically  included  in  the  report  but  have  been  discussed 
with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the 
costs  of  implementing  the  recommendations  made  in  this  report.  If 
we  determined  that  significant  costs  are  associated  with  implementa- 
tion of  a  recommendation,  we  disclose  the  cost  in  each  report 
section. 

We  thank  the  director,   division   administrators,    and  the  depart- 
ment   staff   for    their    assistance    and   cooperation   during    the   audit. 

DEPARTMENT   BACKGROUND 

The  Constitution  of  the  State  of  Montana  mandates  the  Legis- 
lature to  provide  for  a  Department  of  Agriculture.  The  depart- 
ment's functions  and   responsibilities  are  to: 

1.  encourage   and   promote   the   interests   of   Montana  agricul- 
ture, 

2.  publish  agricultural   statistics, 

3.  represent  the  agricultural  community  in  product  distribu- 
tion and  marketing   issues. 


4.  maintain  a  crop  market  news  service,    and 

5.  regulate      and      protect      Montana     agricultural      activities 
through  the  administration  of  agriculture-related  statutes. 


The  following   programs  exist  within  the  department: 

1.  Centralized  Services  -  provides  support  to  all  other 
programs  in  the  department,  performing  administrative 
responsibilities  including  accounting,  fiscal  management, 
payroll,    purchasing,   and  property  control. 

2.  Hail  Insurance  Unit  -  funded  by  participating  farmers 
and  ranchers,  is  responsible  for  administration  of  Mon- 
tana's hail  insurance  laws  and  for  offering  grain  growers 
insurance  and  protection  against  crop  loss  due  to  hail. 
This    unit    is    attached    for    administrative    purposes   only. 

3.  Crop  and  Livestock  Reporting  Unit  -  serves  the  agricul- 
tural industry  of  Montana,  allied  interests,  and  the 
general  public  in  collecting  and  publishing  statistics  on  a 
state  and  county  basis  relating  to  the  production  and 
marketing  of  crops,  livestock,  and  other  agricultural 
products. 

4.  Marketing  Unit  -  provides  direct  assistance  to  Montana 
firms  in  foreign  market  development;  provides  marketing 
and  statistical  information;  coordinates  marketing  from 
the  initial  producer  to  the  consumer  and  assists  both  the 
producer  and  industry  to  find  means  to  more  efficiently 
market  their  products. 

5.  Rural  Development  -  funded  from  federal  rural  rehabilita- 
tion moneys.  Loans  are  provided  to  substandard  income 
rural  Montanans  for  farm-ranch  real  estate,  livestock, 
operations,  student  education,  youth  livestock,  and 
agribusiness  loans.  The  program  coordinates  the  depart- 
ment's interest  in  natural   resource  activity. 

6.  Wheat  Research  and  Marketing  Unit  -  paid  for  by  volun- 
tary participation  of  grain  producers,  is  responsible  for 
encouraging  and  promoting  the  development  of  markets 
for  Montana  wheat  and  barley  and  encouraging  and 
promoting  intensive  scientific  and  practical  research  into 
all  phases  of  wheat  and  barley  culture,  production,  and 
use.  The  unit  is  attached  to  the  department  for  adminis- 
trative purposes  only. 


7.  Environmental  Management  -  is  responsible  for  administer- 
ing the  Montana  Pesticides  Act,  the  Insect  Surveillance 
and  Detection  Act,  the  Noxious  Plant  Management  Assis- 
tance Act,  and  the  Department  Chemical  Analytical  Labora- 
tory. It  is  also  responsible  for  providing  technical  and 
consultant  services  to  agriculture  in  the  environmental 
and  pest  management  program  areas  and  for  the  protec- 
tion of  producers  and  consumers. 

8.  Plant  Industry  -  consists  of  three  bureaus:  1)  Commodity 
Services  Bureau,  2)  Grain  Standards  Bureau,  and 
3)  Specialized  Services  Bureau.  These  bureaus  work 
cooperatively  to  provide  professional  services  to  agricul- 
tural industries.  The  program  provides  for  the  adminis- 
tration and  enforcement  of  the  regulatory  laws  controlling 
marketing/production/manufacturing  of  agricultural  com- 
modities exported  from  or  distributed  within  the  state, 
and  provides  vegetable,  fruit,  and  nursery  stock  inspec- 
tion as  a  service  to  all  Montana  consumers. 


The    department's    Transportation    Program    was    transferred    to    the 
Department  of  Commerce  during  fiscal   year  1981-82. 

RECOMMENDATIONS   OF    PRIOR    AUDIT 

Our  office  performed  an  audit  of  the  department  for  the  two 
fiscal  years  ended  June  30,  1980  and  1981.  The  report  contained 
five  recommendations  which  are  still  applicable  to  current  depart- 
ment operations  under  audit.  The  department  concurred  with  all 
five  of  the  recommendations.  Of  the  five  recommendations,  four 
have  been  implemented  or  partially  implemented  and  one,  dealing 
with  hail  insurance  adjusters,  has  not  been  implemented.  This 
recommendation   is  discussed  on   page  8. 

FEDERAL   COMPLIANCE 

Our  audit  of  federal  moneys  was  performed  in  accordance  with 
the  requirements  in  the  U.S.  Office  of  Management  and  Budget 
(0MB)  "Circular  A-102,  Attachment  P."  This  circular  provides  for 
independent  audits  of  financial  operations,  including  compliance 
with  certain  federal   laws  and   regulations. 


We     reviewed     major     compliance     areas     in     the     Environmental 
Protection   Agency  (EPA)  and   Rural  Transportation  grant  programs. 
We  specifically  tested  the  Pesticide  Enforcement,    Pesticide  Certifica- 
tion,    and     Endrin     EPA    programs.       The    areas    reviewed    include: 

1.  financial   reporting   systems; 

2.  meeting  federal  objectives; 

3.  cost  allowability;   and 

4.  cash  management. 

Nothing  came  to  our  attention  that  causes  us  to  believe  untested 
compliance    issues    are    not    in    accordance    with    applicable   laws   and 
regulations. 

In  the  following  sections  of  our  report  we  discuss  problems 
requiring  disclosure  in  accordance  with  Attachment  P.  As  a  result 
of  our  audit,  it  is  our  opinion  that  the  deficiencies  noted  did  not 
significantly  affect  the  successful  operations  of  the  programs  or 
the    allowability    of    costs    in    conformity    with    program    regulations. 

Financial  Status   Reports 

The   department   utilizes   Financial  Status   Reports  for  reporting 
program  expenditures  to  the  federal   government.     0MB   "Circular  A-102, 
Attachment  H"   provides  that: 

"Federal  agencies  shall  require  grantees  to  submit  the 
Financial  Status  Reports  no  later  than  30  days  after  the 
end  of  each  specified  reporting  period  for  quarterly  and 
semi-annual  reports,  and  90  days  for  annual  and  final 
reports. " 

The   reports    prepared    by   the   department   are  not  submitted  by  the 
required  deadline. 

Reports  were  not  prepared  on  a  quarterly  basis  for  any  of 
the  programs  reviewed.  A  Financial  Status  Report  has  not  been 
prepared  for  the  Rural  Transportation  program  for  the  past  two 
years.  We  reviewed  two  programs  for  which  only  one  report  was 
prepared  for  the  year  ended  September  30,  1982.  The  reports  for 
that  period  were  submitted  in  August  1983.  We  observed  three 
other  programs  and  found  the  financial  status  reports  for  a  nine- 
month   period  were  submitted   late. 


Department  officials  stated  that  reports  are  not  prepared  or 
submitted  in  accordance  with  federal  regulations  because  of  time 
constraints. 

The  Department  of  Agriculture  should  establish  procedures  to 
ensure  federal  reports  are  submitted  on  a  timely  basis.  If  federal 
deadlines  cannot  be  met,  the  department  should  obtain  written 
approval  for  the  extension  of  the  deadline. 

RECOIVIMENDATION  #1 

WE  RECOMMEND  THE  DEPARTMENT  PREPARE  AND  SUBMIT 
FINANCIAL  STATUS  REPORTS  IN  ACCORDANCE  WITH  FED- 
ERAL   REGULATIONS. 


Reporting   Function 

Federal  regulations  require  recipients  of  federal  grants  to 
maintain  an  accounting  system  that  ensures  federal  financial  status 
reports  are  accurate  and  supported  by  the  accounting  records. 
We  noted  the  following  problems  in  the  federal  reporting  system  at 
the  department: 

1.  Quarterly  financial  status  reports  were  not  submitted  on 
a    timely    basis    as    discussed    in    the    preceding    section. 

2.  The  expenditures  reported  on  the  financial  status  reports 
for  a  specific  time  period  do  not  consistently  tie  to 
expenditures  reported  on  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  for  the  same  time  period. 
Therefore  expenditures  on  the  status  reports  do  not 
easily  reconcile  to  SBAS  records.  For  example,  expendi- 
tures reported  for  the  period  October  1,  1981  through 
June  30,  1982  were  taken  from  the  fiscal  year-end  1982 
SBAS  records.  The  expenditures  reported  from  July  1, 
1982  through  September  30,  1982  were  taken  from  the 
fiscal  year-end  1983  records  rather  than  the  September 
1982  SBAS  records. 

3.  Specific  documentation   for  the  nonfederal   share  of  expen- 
ditures  is  not  maintained   by  the  department.      The  depart- 
ment therefore  cannot  ensure  the  state's  matching   require- 
ments have  been  met  for  each  grant. 


4.  One  individual  in  the  Environmental  Management  Division 
prepares,  signs,  and  submits  the  financial  status  reports 
to  the  federal  grantor.  Untimely  and  inaccurate  reports 
go  undetected  when  independent  reviews  are  not  per- 
formed. 

5.  Expenditures  reported  on  the  financial  status  report  for 
the  1982  Pesticide  Enforcement  program  did  not  reconcile 
to  the  accounting  records.  The  financial  status  report 
was  understated  by  $819. 

6.  The  department  did  not  report  financial  activity  to  the 
federal     grantor     for     the     Rural     Transportation     grant. 


The  Environmental  Management  Division  of  the  department 
currently  performs  the  accounting  and  reporting  functions  for  the 
majority  of  federal  grants.  Centralized  Services  has  developed 
expertise  in  the  accounting  and  reporting  function  and  has  the 
resources  available  to  research  accounting  and  reporting  problems. 
Transferring  the  federal  reporting  function  of  the  Environmental 
Management  Division  into  Centralized  Services  of  the  Department  of 
Agriculture  would  enable  a  more  effective  and  efficient  reporting 
system.  In  addition,  controls  over  the  reporting  function  would 
be  enhanced  by  providing  an   independent  review. 

Department  officials  stated  that  under  current  reorganization 
plans,  the  accounting  and  reporting  function  for  federal  grants 
would  be  transferred  to  Centralized  Services.  This  transfer  would 
address  the  above  noted  problems.  Officials  indicated  that  no 
additional  FTE  (full-time  equivalent)  positions  would  be  necessary 
in  Centralized  Services  to  perform  the  reporting  and  accounting 
function  of  the  federal  grants. 

RECOMMENDATION  #2 

WE    RECOMMEND   THE   DEPARTMENT    IMPLEMENT    ITS    REORGAN- 
IZATION   PLAN   TO  TRANSFER   THE    REPORTING  AND   ACCOUNT- 
ING    FUNCTIONS     FOR     FEDERAL    GRANTS    TO    CENTRALIZED 
SERVICES. 


Excess   Federal   Cash 

We  reviewed  the  department's  federal  cash  balances  for  reason- 
ableness. In  our  testing  we  noted  that  the  department  maintains 
excess  federal  cash  on  hand  for  the  Environmental  Protection 
Agency  (EPA)  grants.  During  fiscal  year  1981-82  and  1982-83, 
the  average  cash  balances  reported  were  $32,234  and  $19,809, 
respectively. 

According  to  0MB  Circular  A-102,   Attachment  G: 

"When  advances  are  made  by  a  letter-of-credit  method,  the 
grantee  shall  make  draw-downs  from  the  U.S.  Treasury  as 
close    as    possible    to    the    time    of    making   the   disbursements." 

To   satisfy  the  requirements  draw-downs  are  generally  recommended 
to  cover  disbursements  which  will   be  made  within  a  three  to  five-day 
period. 

The  department  requests  a  draw-down  of  federal  funds  approxi- 
mately   every    two   months   to    reimburse   current   grant   expenditures 
and  in  some  instances  obtain  a  month's  advance  cash.      The  average 
balance    requested    in    fiscal    year   1982-83   was   $76,105  for   the    EPA 
grants. 

RECOMIVIENDATION  #3 

WE       RECOMMEND      THE      DEPARTMENT      REQUEST      FEDERAL 

MONEYS    ONLY    AS    NEEDED    TO    MINIMIZE    CASH    BALANCES. 


STATE   COMPLIANCE 
Federal   Payments 

Section  17-2-108,  MCA,  requires  that  non-General  Fund  money 
be  spent  before  General   Fund  money. 

In  our  federal  compliance  testing,  we  noted  expenditures  of 
$5,751  and  $260  for  the  1983  Endrin  and  Pesticide  Enforcement 
programs,  respectively,  were  charged  to  the  state's  General  Fund. 
These  expenditures  should  have  been  charged  to  the  federally 
funded   portion  of  the  program. 


Department  officials  stated  the  state's  General  Fund  was 
charged  because  they  were  uncertain  if  they  had  enough  federal 
money  on  hand  to  pay  these  expenditures  with  federal  funds.  The 
department  is  making  the  necessary  adjustments  to  correct  these 
misstatements. 

RECOMMENDATION   #4 

WE  RECOMMEND  THE  DEPARTMENT  MONITOR  THE  FEDERAL 
FUNDS  TO  ENSURE  NON-GENERAL  FUND  MONEY  IS  SPENT 
BEFORE   GENERAL    FUND  MONEY. 


Hail   Insurance  Adjusters 

Our  prior  audit  report  of  the  department  included  a  recommen- 
dation regarding  the  accrual  of  vacation  and  sick  leave  and  the 
payment  of  overtime  to  hail   insurance  adjusters. 

During  the  hail  season,  the  department  employs  adjusters  who 
verify  and  approve  hail  insurance  claims  from  insured  farmers. 
Adjusters  are  on  call  from  the  first  hail  storm  of  the  year  through- 
out the  three-month  Montana  hail  season.  These  adjusters  are 
classified  and  paid  as  state  employees  for  520  hours  per  year 
regardless  of  actual  hours  worked.  The  adjusters  are  nonexempt 
employees  of  the  state  per  a  March  1980  ruling  of  the  Montana 
Department  of  Labor  and  Industry.  This  status  means  they  must 
accrue  vacation  and  sick  leave  and  receive  payment  for  any  over- 
time worked.  As  a  result,  the  department  started  accruing  vacation 
and  sick  leave  for  these  employees.  The  accrual  is  based  on  the 
520  hours.  State  law  requires  that  vacation  and  sick  leave  be 
accrued  based  on  actual  hours  worked  up  to  40  hours  a  week. 
The  department  is  not  paying  the  adjusters  overtime  for  hours 
worked   in  excess  of  40  hours  per  week  as   required   by  law. 

The  department  attempted  to  obtain  legislative  exemption  for 
the  adjusters  during  the  1983  Legislative  Session  but  the  exemption 
was  determined  to  be  in  conflict  with  the  Fair  Labor  Standards 
Act.  The  department  is  currently  attempting  to  have  the  hail 
adjusters  status  changed  to  agricultural  employees  which  would 
eliminate  the  requirement  of  paying  overtime. 
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RECOMMENDATION   #5 

WE    RECOMMEND  THE   DEPARTMENT: 

A.  ACCRUE  VACATION  AND  SICK  LEAVE  FOR  ACTUAL 
HOURS     WORKED     AS      REQUIRED      BY     CURRENT     LAW. 

B.  PAY  THE  ADJUSTERS  OVERTIME  FOR  HOURS  WORKED 
IN  EXCESS  OF  40  HOURS  PER  WEEK  AS  REQUIRED  BY 
LAW. 

C.  WORK  WITH  THE  DEPARTMENT  OF  LABOR  AND  INDUS- 
TRY TO  PROPERLY  CLASSIFY  THE  HAIL  INSURANCE 
ADJUSTERS. 


REVENUE   CUTOFF 

During  our  review  of  the  department's  revenue  we  noted  two 
examples  of  revenue  being  recorded  in  the  incorrect  year.  A 
Rural  Development  loan  payment  due  on  June  30,  1982  was  received 
by  the  department  on  July  13,  1982.  The  interest  portion  of  the 
payment  was  recorded  as  fiscal  year  1983  revenue,  instead  of  fiscal 
year  1982  revenue.  During  the  state  cutoff  period,  revenue  can 
be  recorded  in  either  fiscal  year,  depending  on  the  year  in  which 
the  revenue  was  earned. 

Payments  received  for  Grain  Standard  Bureau  services  per- 
formed in  fiscal  years  1982  and  1983,  respectively,  were  recorded 
as  revenue  of  the  subsequent  fiscal  years.  Once  again  both 
payments  were  received  during  the  fiscal  year  cutoff  period  and 
could  have  been  recorded  as  revenue  of  the  years  in  which  the 
services  were  performed. 

The  department's  practice  is  to  recognize  revenue  in  the  year 
in  which  the  cash  is  received.  Under  the  modified  accrual  basis  of 
accounting,  revenues  should  be  recognized  in  the  accounting 
period  in  which  they  become  both  measurable  and  available.  State 
policy  recommends  recognition  of  revenue  in  the  year  it  is  earned 
if  it  satisfies  the  established  criteria  of  being  both  measurable  and 
available. 

In   both  of  the  examples  cited  above,    revenue  was  both  measur- 
able   and    available    at    the    fiscal    year-end    and    could     have    been 
recognized  by  the  department  as  revenue  of  the  prior  year. 
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RECOMIVIENDATION   tt6 

WE  RECOMMEND  THE  DEPARTMENT  RECOGNIZE  REVENUE  IN 
ACCORDANCE  WITH  THE  MODIFIED  ACCRUAL  BASIS  OF 
ACCOUNTING   AND   STATE   ACCOUNTING   POLICY. 


INTERNAL   CONTROL    REVIEW 

We  have  examined  the  financial  statements  of  the  Montana 
Department  of  Agriculture  for  the  two  fiscal  years  ended  June  30, 
1982  and  1983.  We  issued  our  opinion  dated  September  30,  1983  on 
these  statements.  As  part  of  our  examination,  we  made  a  study 
and  evaluation  of  the  systems  of  control  of  the  department.  Our 
study  evaluated  the  systems  as  required  by  generally  accepted 
governmental  auditing  standards  for  financial  and  compliance  audits. 
We  classified  the  controls  in  the  following  categories: 

1.  revenue; 

2.  payroll; 

3.  expenditures  and   payables; 

4.  cash; 

5.  accounts   receivable;   and 

6.  plant,   property,   and  equipment. 

Through  our  study,  which  included  the  control  categories  listed 
above,  we  determined  the  nature,  timing,  and  extent  of  our  audit 
procedures.  We  did  not  evaluate  the  control  systems  to  the  extent 
necessary  to  give  an  opinion  on  either  individual  segments  or  the 
system  as  a  whole. 

The  management  of  the  Montana  Department  of  Agriculture  is 
responsible  for  establishing  and  maintaining  systems  of  accounting 
control.  In  fulfilling  this  responsibility,  estimates  and  judgments 
by  management  are  required  to  assess  the  expected  benefits  and 
related  costs  of  control  procedures.  The  objectives  of  a  system 
are  to  provide  management  with  reasonable  assurance  that:  1)  assets 
are  safeguarded  against  loss  from  unauthorized  use  or  disposition; 
2)  transactions  are  executed  in  accordance  with  management's 
authorization;    and   3)  transactions   are   recorded    properly   to  permit 
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the  preparation  of  financial  statements  in  accordance  with  generally 
accepted  accounting  principles.  Inherent  limitations  in  any  system 
of  controls  may  cause  errors  or  irregularities  to  remain  undetected. 
The  current  system  evaluations  should  not  be  used  to  project  to 
future  periods  since  the  procedures  may  become  inadequate  or 
compliance  with  them  may  deterioriate. 

The  limited  purpose  of  our  study  described  in  the  first  para- 
graph would  not  necessarily  disclose  all  material  weaknesses  in  the 
system.  Accordingly,  we  do  not  express  an  opinion  on  the  system 
of  controls  used  by  the  Montana  Department  of  Agriculture.  How- 
ever, our  study  disclosed  conditions  that  could  result  in  financial 
statement  errors  that  would  be  difficult  to  detect.  These  condi- 
tions relate  to  equipment  additions  and  deletions  and  are  discussed 
below. 

These  conditions  were  considered  in  determining  the  nature, 
timing,  and  extent  of  our  audit  tests  of  the  financial  statements 
and  this  report  does  not  affect  our  opinion  on  the  financial  state- 
ments. 

The  preceding  four  paragraphs  are  intended  solely  for  the 
use  of  management  and  the  legislature  and  should  not  be  used  for 
any  other  purpose.  This  restriction  as  to  use  is  not  intended  to 
limit  the  distribution  of  this  document  which,  upon  presentation  to 
the     Legislative     Audit    Committee,     is    a    matter    of    public     record. 

PROPERTY,    PLANT,    AND    EQUIPMENT 

In  our  review  of  property,  plant,  and  equipment,  we  noted 
the  department  is  not  complying  with  state  and  federal  policy 
concerning  property  records.  State  policy  requires  additions, 
deletions,  and  other  changes  to  the  property  records  be  recorded 
accurately.  According  to  OMB  Circular  A-102,  Attachment  N, 
property  records  shall  be  maintained  accurately  and  shall  include 
location,  use,  condition  of  the  property,  the  date  the  information 
was   reported,    and   unit  acquisition  cost. 

We  tested   twenty-nine  equipment  items  to  observe  the  condition, 
location,    and    cost    as    reported    on    the    property    records.      Of   the 
twenty-nine  tested,    four  were  not  properly  accounted  for: 
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1.  Deletions  relating  to  two  pieces  of  equipment  amounting 
to  $2,050  were  erroneously  recorded  as  additions. 

2.  A  trade-in  allowance  of  $1,600  was  subtracted  rather 
than  properly  added  to  the  cost  of  one  piece  of  equip- 
ment. 

3.  Freight  charges  of  $235  were  not  included  in  the  cost  of 
equipment. 

In  addition,  we  noted  the  location  of  two  equipment  items  had 
changed  without  any  documentation  of  the  change  on  the  state's 
Property  Accountability  Management  System  (PAMS). 

Department  officials  stated  the  four  exceptions  were  coding 
errors  and  the  property  manager  is  not  always  informed  on  a 
timely  basis  of  location  changes.  To  prevent  these  errors,  the 
department  should  review  and  approve  all  PAMS  documents  for 
propriety  and  ensure  all  changes  are  properly  documented  on  the 
property  records. 

RCQMMENDATIQN  #7 

WE   RECOMMEND  THE   DEPARTMENT: 

A.  REVIEW  AND  APPROVE  ALL  PAMS  DOCUMENTS  TO 
PREVENT   CODING   ERRORS. 

B.  ENSURE  ALL  PROPERTY  CHANGES  ARE  DOCUMENTED 
ON    PAMS. 
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AUDITOR'S    REPORT   AND   AGENCY    FINANCIAL   STATEMENTS 


STATE  OF  MONTANA 


ROBERT  R.  RINGWOOD 

LEGISLATIVE  AUDITOR 


^tiitt  uf  tJt:e  ^tJ^hlnii'txt  ^nbitxtt 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


DEPUTY  LEGISLATIVE  AUDITORS: 

JAMES  H.  GILLETT 
FINANCIAUCOMPLIANCE  AUDITS 

SCOTT  A.  SEACAT 
PERFORMANCE  AUDITS 

STAFF  LEGAL  COUNSEL 

JOHN  W.  NORTHEY 


The   Legislative  Audit  Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  financial  statements  of  the  various 
funds  and  account  group  of  the  Montana  Department  of  Agriculture 
for  the  two  fiscal  years  ended  June  30,  1983,  as  shown  on  pages  15 
through  28.  Our  examination  was  made  in  accordance  with  gen- 
erally accepted  governmental  auditing  standards  for  financial  and 
compliance  audits  and,  accordingly,  included  such  tests  of  the 
accounting  records  and  such  other  auditing  procedures  as  we 
considered   necessary   in  the  circumstances. 

In  our  opinion,  the  financial  statements  referenced  in  para- 
graph one  present  fairly  the  financial  position  of  the  Department  of 
Agriculture  as  of  June  30,  1983,  and  the  results  of  its  operations 
and  changes  in  fund  balances/retained  earnings  for  the  two  fiscal 
years  then  ended,  in  conformity  with  generally  accepted  accounting 
principles  which,  except  for  the  transfer  of  the  transportation 
program  and  the  change  in  classification  of  the  leaf  cutter  bee 
program  and  the  administrative  portion  of  the  hail  insurance  and 
rural  development  programs,  with  which  we  concur,  have  been 
applied  on   a  consistent  basis. 

Our  examination  was  made  for  the  purpose  of  forming  an 
opinion  on  the  basic  financial  statements  taken  as  a  whole.  The 
accompanying  Schedule  of  Federal  Grant  Receipts  and  Expenditures 
is  presented  for  additional  analysis  and  disclosure  purposes  and  is 
not  a  required  part  of  the  basic  financial  statements  of  the  Depart- 
ment of  Agriculture.      The  schedule  has   been   subjected   to  the  tests 
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and  other  auditing  procedures  applied  in  the  examination  of  the 
basic  financial  statements  above  and,  in  our  opinion,  is  fairly 
stated  in  all  material  respects  in  relation  to  the  financial  statements 
taken  as  a  whole. 

Respectfully  submitted, 


A^^ 


James   H.    Gillett,    CPA 
Deputy   Legislative  Auditor 


September  30,    1983 


Approved: 


rP    /v   Kcv^uft^ 


Robert  R.    Rindi'^ood 
Legislative  Auarxor 
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DEPARTMENT  OF  AGRICULTURE 


ASSETS 

Revolving  Cash  Fund 

Cash  in  Treasury 

Cash  on  Hand 

Accounts  Receivable  -  Note  5 

Long-Term  Notes  and  Loans  Receivable 

Note  4 
Investments 

Unaccumulated  Bond  Discount 
Investments  Administered  by  Agency 
General  Fixed  Assets  -  Equipment 
Appropriation  Authority  Available  to 

Pay  Accrued  Liabilities 
Total  Assets 


COMBINED  BALANCE  SHEET 

ALL  FUNDS  AND  ACCOUNT  GROUP 

JUNE  30,  1983 

GOVERNMENTAL  FUND  TYPES 

FIDUCIARY 
FUND  TYPE 

Expendable  Trust 

PROPRIETARY 
FUND  TYPE 

Enterprise 

ACCOUNT  GROUP 

General 

Special  Revenue 

General  Fixed 
Asset  Group 

$   2,000 

1,536 
2,719 

$  525,686 

373 

2,723 

$  250.447 
1,677,087 

$25,956 

726,451 

1,544,796 
3,605,392 
(150) 
133,485 

$660,087 

112,071 

$118,326 

$1,255,233 

$7,211,057 

$25,956 

$660,087 

LIABILITIES  AND  FUND  EQUITY 
Liabilities: 

Accounts  Payable 

Due  to  State  General  Fund 

Accounts  for  Property  Held  in  Trust 

Deferred  Revenue 

Total  Liabilities 


$  98,026 
6,255 

14,045 
118,326 


$  177,622 


15,940 
193,562 


$   49,869 

133,485 
1,651,520 
1,834,874 


$   350 


350 


Fund  Equity: 
Fund  Balance/Retained  Earnings 
Investment  in  Fixed  Assets 
Total  Fund  Balance 

Total  Liabilities  and  Fund  Equity 


-0- 


-0- 


$118,326 


1,061,671 

1,061,671 

$1,255,233 


5,376,183 

5,376,183 

$7.211,057 


25,606 

25,606 

$25,956 


$660,087 
660,087 

$660,087 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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DEPARTMENT  OF  AGRICULTURE 


REVENUE: 
Licenses  and  Permits 
Taxes 

Service  Fees 
Investment  Earnings 
Federal  Indirect  Cost  Recoveries 
Sales  of  Documents, 

Merchandise  &  Property 
Grants,  Gifts,  Bequests 

&  Donations 
Hail  Insurance  Levy 
Federal  Assistance 
Total  Revenues 

EXPENDITURES: 
Central  Services 
Hail  Insurance  Unit 
Crop  &  Livestock  Unit 
Rural  Development 
Marketing  Unit 
Wheat  Research 
Environmental  Management 
Plant  Industry 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 

Prior  Year  Adjustments. 

OTHER  FINANCING  SOURCES  (USES): 
Support  From  (To)  General  Fund 
Transfers  to  Other  Agency  - 

Note  10 
Transfer  from  Commerce  - 

Note  11 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES 
(USES) 

FUND  BALANCE,  JULY  1,  1982 

FUND  BALANCE,  JUNE  30,  1983 


The  notes  to  the  financial  statements  are  an 
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COMBINED  STATEMENT 

OF  REVENUES, 

EXPENDITURES, 

AND  CHANGES  IN  FUND 

BALANCE  -  BUDGET  AND  ACTUAL 

GOVERNMENTAL  FUND  TYPES  AND  SIMILAR  TRUST  FUNDS 

FOR 

THE  FISCAL  YEAR  ENDED  JUNE  30,  1983 

GOVERNMENTAL  FUND  TYPES 

FIDUCIARY  FUND 

TYPE 

General  Fund 

Sp 

ecial  Revenue  Fund 

Exp 

endable  Trust  Fund 

Variance- 

Variance- 

Variance- 

Favorable 

Favorable 

Favorable 

Budget 

Actual     (Unfavorable) 

Budget 

Actual     (Unfavorable) 

Budget 

Actual 

(Unfavorable) 

$   132,500 

$   135,785 

$  3,285 

$   62,000 
1,230,400 

$   64,712 
1,256,212 

$   2,712 
25,812 

138,000 

156,915 

18,915 

568,562 

457,788 

(110,774) 

75,480 

68,335 

(7,145) 

$  482,350 

$  489,308 

$  6,958 

;       500 

7,421 

6,921 

41,277 

36,969 

(4,308) 

300 

237 

(63) 

10,000 

8,809 

(1,191) 

3,500 

2,812 

(688) 

4,000 
1,000,000 

3,965 
1,120,274 

(35) 
120,274 

562,613 
2,553,832 

467,913 
2,363,550 

(94,700) 
(190,282) 

271,300 

300,358 

29,058 

1,486,350 

1,613,547 

127,197 

153,003 

147,390 

5,613 

362,455 

343,839 

18,616 

4,145 

4,145 

-0- 

1,660 

1,660 

-0- 

1,556,616 

1,436,724 

119,892 

70,244 

69,545 

699 

23,660 

23,658 

2 

55,644 

51,765 

3,879 

29,892 

29,058 

834 

14,200 
592,116 

13,763 
585,798 

437 
6,318 

423,216 

405,961 

17,255 

690,197 

621,937 

68,260 

424,047 

411,429 
1,065,043 

12,618 
37,019 

558,874 
2,241,502 

424,170 
2,013,165 

134,704 
228,337 

1,102,062 

1,616,405 

1,492,634 

123,771 

(830,762) 

(764,685) 

66,077 

312,330 

350,385 

38,055 

(130,055) 

120,913 

250,968 

(1,923) 

(1,923) 

-0- 

(20,959) 

(20,959) 

-0- 

(775) 

(775) 

-0- 

832,685 


766,608 


(66,077) 


(46,440) 

(46 

,440) 

-0- 

492 

492 

-0- 

-0- 

-0- 

-0- 

245 

,423 

283: 

,478 

38,055 

-0- 

-0- 

-0- 

$1 

778 
,023 

,193 
,616 

$1 

778, 
,061; 

,193 
,671 

-0- 

$ 

-0- 

$ 

-0- 

i_ 

-0- 

$_ 

38,055 

(130,830)     120,138 
5,256,045    5,256,045 


250,968 
-0- 


$5,125,215   $5,376,183    $250,968 


integral  part  of  this  statement. 


DEPARTMENT  OF  AGRICULTURE 


REVENUE: 
Licenses  and  Permits 
Taxes 

Service  Fees 
Investment  Earnings 
Federal  Indirect  Cost  Recoveries 
Sales  of  Documents, 

Merchandise  &  Property 
Grants,  Gifts,  Bequests 

&  Donations 
Hail  Insurance  Levy 
Federal  Assistance 
Total  Revenues 

EXPENDITURES: 
Central  Services 
Hail  Insurance  Unit 
Crop  &  Livestock  Unit 
Rural  Development 
Transportation  Unit 
Wheat  Research 
Environmental  Management 
Plant  Industry 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 

Prior  Year  Adjustments 

OTHER  FINANCING  SOURCES  (USES): 
Support  From  (To)  General  Fund 
Transfers  to  Other  Agency  - 
Note  10 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES 
(USES) 

FUND  BALANCE,  JULY  1,  1981 

FUND  BALANCE,  JUNE  30,  1982 


COMBINED  STATEMENT 

OF  REVENUES, 

EXPENDITURES , 

AND 

CHANGES  IN  FUND 

BALANCE  -  BUDGET  AND  ACTUAL 

GOVERNMENTAL  FUND  TYPES  AND  SIMILAR  TRUST  FUNDS 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1982 

GOVERNMENTAL  FUND  TYPES 

FIDUCIARY  FUND 

TYPE 

General  Fund 

Sp 

ecial  Revenue  ] 

Fund 

Expendable  Trust 

,  Fund 

Variance- 

Variance- 

Variance- 

Favorable 

Favorable 

Favorable 

Budget 

Actual 

(Unfavorable) 

Budget 

Actual     (Unfavorable) 

Budget 

Actual 

(Unfavorable) 

$  120,000 

$  127,759 

$  7,759 

$   64,000 
961,700 

$   61,440 
989,416 

$   (2,560) 
27,716 

130,000 

141,986 

11,986 

487,306 

424,135 

(63,171) 

68,000 

59,932 

(8,068) 

$  419,113 

$  406,540 

$(12,573) 

6,059 

13,419 

7,360 

42,785 

33,586 

(9,199) 

400 

164 

(236) 

11,000 

8,323 

(2,677) 

19,453 

19,121 

(332) 

3,000 
1,800,000 

3,695 
1,840,190 

695 
40,190 

634,522 
2,288,766 

592,600 
2,188,553 

(41,922) 
(100,213) 

256,459 

283,328 

26,869 

2,222,113 

2,250,425 

28,312 

134,691 

128,787 

5,904 

467,395 

307,302 

160,093 

6,452 

5,045 

1,407 

1,650 

1,650 

-0- 

2,443,058 

2,192,151 

250,907 

53,946 

51,147 

2,799 

17,000 

17,000 

-0- 

49,641 

47,020 

2,621 

29,603 

28,127 

1,476 

11,200 
568,456 

11,195 
567,039 

5 
1,417 

284,268 

279,634 

4,634 

685,071 

648,006 

37,065 

446,399 

416,120 
905,465 

30,279 
45,092 

536,811 
2,285,933 

372,932 
1,923,474 

163,879 
362,459 

950,557 

2,499,151 

2,244,216 

254,935 

(694,098) 

(622,137) 

71,961 

2,833 

265,079 

262,246 

(277,038) 

6,209 

283,247 

1,625 

1,625 

-0- 

(1,395) 

(1,395) 

-0- 

2,335 

2,335 

-0- 

692,473 


-0- 
■0- 


620,512 


(71,961) 


(38,619) 


(38,619) 


-0- 


-0- 
-0- 


$ 


-0- 


$ 


-0- 


-0- 

-0- 

$  -0- 


(37,181) 
553,127 


225,065 
553,127 


262,246 
-0- 


(274,703)       8,544 
5,247,502    5,247,502 


283,247 
-0- 


$  515,946   $  778,192    $  262,246    $4,972,799   $5,256,046    $283,247 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement, 
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DEPARTMENT  OF  AGRICULTURE 

COMBINED  STATEMENT  OF  REVENUES,  EXPENSES, 

AND  CHANGES  IN  RETAINED  EARNINGS 

PROPRIETARY  FUND  TYPE 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1983 


Operating  Revenues: 
Inspection  Fees 

Total  Operating  Revenues 

Operating  Expenses: 
Personal  Services 
Contractural  Services 
Supplies  &  Materials 
Communications 
Travel 

Meeting  Room  Rent 
Repair  &  Maintenance 
Other  Expenses 

Prior  Year  Expenditure  Adjustment 
Total  Operating  Expenses 

Operating  Income 

Retained  Earnings  -  July   1,  1982 

Retained  Earnings  -  June  30,  1983 


PROPRIETARY 

FUND 

TYPE 

Enterp 

rise 

$28, 
28, 

226 
226 

25 

9,194 

281 

146 

2,440 

50 

232 

136 

(579) 

11,925 

16,301 

9,305 

$25,606 


The  notes  to  the  financial  statements  are  an  integral  part  of  this 
statement. 
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DEPARTMENT  OF  AGRICULTURE 

COMBINED  STATEMENT  OF  REVENUES,  EXPENSES, 

AND  CHANGES  IN  RETAINED  EARNINGS 

PROPRIETARY  FUND  TYPE 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1982 


PROPRIETARY  FUND  TYPE 


Enterprise 


Operating  Revenues: 
Inspection  Fees 

Total  Operating  Revenues 

Operating  Expenses: 
Contractural  Services 
Supplies  &  Materials 
Communications 
Travel 

Meeting  Room  Rent 
Repair  &  Maintenance 
Other  Expenses 

Total  Operating  Expenses 

Operating  Income 

Retained  Earnings  -  July  1,  1981 

Retained  Earnings  -  June  30,  1982 


$24,265 
24,265 


8,875 

1,238 

863 

3,804 

25 

13 

142 


14,960 

9,305 

-0- 

$  9,305 

The  notes  to  the  financial  statements  are  an  integral  part  of  this 
statement. 
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DEPARTMENT  OF  AGRICULTURE 

COMBINED  STATEMENT  OF  CHANGES  IN 

FINANCIAL  POSITION  (WORKING  CAPITAL) 

PROPRIETARY  FUND  TYPE 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1983 


PROPRIETARY  FUND  TYPE 

Enterprise 

Sources  of  Working  Capital: 
Operations : 
Net  Income  $16,301 

Total  Sources  of  Working  Capital  16,301 

Uses  of  Working  Capital: 

Total  Uses  of  Working  Capital  -0- 

Net  Increase  (Decrease)  in  Working  Capital      $16,301 


Elements  of  Net  Increase  (Decrease) 

in  Working  Capital: 

Cash  in  Treasury  $15,638 
Accounts  Payable  (1^) 

Accrued  Expenditures  677 

Net  Increase  (Decrease)  in  Working  Capital  $16,301 


The  notes  to  the  financial  statements  are  an  integral  part  of  this 
statement . 
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DEPARTMENT  OF  AGRICULTURE 

COMBINED  STATEMENT  OF  CHANGES  IN 

FINANCIAL  POSITION  (WORKING  CAPITAL) 

PROPRIETARY  FUND  TYPE 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1982 


PROPRIETARY  FUND  TYPE 

Enterprise 

Sources  of  Working  Capital: 
Operations : 
Net  Income  $  9,305 

Total  Sources  of  Working  Capital  9,305 

Uses  of  Working  Capital: 

Total  Uses  of  Working  Capital  -0- 

Net  Increase  (Decrease)  in  Working  Capital      $  9,305 


Elements  of  Net  Increase  (Decrease) 

in  Working  Capital: 

Cash  in  Treasury  $10,318 
Accounts  Payable  (336) 

Accrued  Expenditures  (677) 

Net  Increase  (Decrease)  in  Working  Capital  $  9,305 


The  notes  to  the  financial  statements  are  an  integral  part  of  this 
statement . 
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DEPARTMENT  OF  AGRICULTURE 

Notes  to  the  Financial  Statements 

Fiscal   Years   Ending  June  30,    1982  and   1983 

1.      SUMMARY   OF   SIGNIFICANT   ACCOUNTING   POLICIES 
A.       Basis  of  Accounting 

The  preceding  financial  statements  were  prepared  from  the 
Statewide  Budgeting  and  Accounting  System. 

The  state  of  Montana  utilizes  the  modified  accrual  basis  of 
accounting  for  all  funds  of  the  department,  except  the  Proprietary- 
Fund  Type.  The  state  uses  the  accrual  basis  of  accounting  for 
the  Proprietary  Fund  Type.  Under  the  modified  accrual  basis  of 
accounting,  revenues  are  recorded  when  received  in  cash,  unless 
susceptible  to  accrual  or  deferral,  and  expenditures  are  recorded 
when  a  valid  obligation  is  incurred.  Revenues  are  susceptible  to 
accrual  if  they  are  measurable  and  available  to  finance  expendi- 
tures of  the  fiscal  period  or  are  not  received  at  the  normal  time  of 
receipt.  Revenues  are  deferred  if  received  before  the  "normal" 
time  of  receipt  or  if  received  for  a  particular  activity  and  the 
expense  for  the  activity  has  not  been  incurred  prior  to  fiscal 
year-end. 

With  the  following  exceptions  to  the  modified  accrual  basis  of 
accounting,  a  valid  obligation  exists  when  the  associated  liability  is 
incurred: 

--If     the     appropriation     provided     funds     to    complete    a     given 
project,   the  entire  amount  of  a   service  contract  may  be  accrued, 
even    though    the    services    are    rendered    in    fiscal    years   sub- 
sequent to  the  fiscal   year  in  which  the  expenditure  is  accrued. 

--The  anticipated  cost  of  equipment  is  expensed  in  the  fiscal 
year  in  which  budgeted. 

--Goods  ordered,  but  not  received  as  of  the  fiscal  year-end, 
may  be  accrued  if  the  purchase  order  was  issued  in  the  fiscal 
year    in    which    the    anticipated    expenditure   is   to   be   accrued. 
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B.       Description  of   Funds 

The  state  of  Montana  accounts  are  organized  by  fund  structure 
as    outlined    in    section   17-2-102,    MCA.      For   financial    presentation, 
these    funds    have    been    reclassified    according   to   the   Governmental 
Accounting    and    Financial    Reporting    Principles    Statement  1    issued 
by  the  National   Council  on   Governmental   Accounting. 

GOVERNMENTAL    FUND  TYPES 

General  Fund  -  To  account  for  receipt  and  expenditures  of 
money  allocated  to  the  department  by  the  state  for  support  of 
the  department's  programs  and  agency  administration. 

Special   Revenue  Fund   -  To  account  for  the  proceeds  of  specific 
revenue   sources   that   are    legally  restricted  to  expenditure  for 
specified    purposes.      This   fund   corresponds   to  the  Earmarked 
Revenue    Fund    and    the    Federal    Private    Revenue    Fund   within 
the  State  Treasury  fund  structure. 

PROPRIETARY    FUND   TYPE 

Enterprise  Fund  -  To  account  for  operations:  (a)  that  are 
financed  and  operated  in  a  manner  similar  to  private  business 
enterprises,  where  the  intent  of  the  Legislature  is  that  the 
costs  (expenses,  including  depreciation)  of  providing  goods 
or  services  to  the  general  public  on  a  continuing  basis  be 
financed  or  recovered  primarily  through  user  charges;  or 
(b)  where  the  Legislature  has  decided  that  periodic  determina- 
tion of  revenues  earned,  expenses  incurred,  and/or  net 
income  is  appropriate  for  capital  maintenance,  public  policy, 
management  control,  accountability,  or  other  purposes.  This 
fund  is  recorded  on  the  accrual  basis  of  accounting.  The 
major  source  of  income  is  from  the  certification  fees  for  Alfalfa 
Leaf  Cutter  Bees.  A  Legislative  appropriation  is  required  to 
spend  from  this  fund. 

FIDUCIARY    FUND 

Expendable  Trust  Fund  -  Consists  of  assets  held  by  the  state 
government  in  a  trustee  capacity  or  as  an  agent  for  individuals, 
private  organizations,  other  governmental  entities,  or  other 
funds.  As  Expendable  Trust  Fund  this  is  accounted  for  in 
the  same  manner  as  governmental  funds.  The  major  sources 
of  revenue  to  this  fund  are  from  the  Hail  Insurance  and  Rural 
Development  programs.  A  legislative  appropriation  is  required 
for  administering  the  programs. 
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ACCOUNT   GROUP 

General  Fixed  Assets  -  Accounts  for  all  land,  buildings,  and 
equipment  of  the  department.  The  building  account  includes 
improvements  to  the  infrastructure.  Fixed  assets  are  valued 
at   cost.      No   depreciation   is  recorded  on  general  fixed  assets. 


C.  Budget   Information 

The  state  utilizes  a  fixed  biennial  basis  of  budgeting.  Under 
this  method,  appropriations  of  a  specific  dollar  amount  are  set  for 
the  biennium.  Budgets  for  the  department  are  adopted  on  a 
biennium  basis  by  the  Montana  State  Legislature  for  operating 
entities.  Budgets  for  the  General  and  Special  Revenue  Funds  are 
adopted  in  accordance  with  generally  accepted  accounting  principles. 
At  the  end  of  each  year.  General  Fund  and  Special  Revenue  Fund 
appropriation  authority  revert  to  the  fund  of  original  appropriation. 
The  reverted  appropriation  authority  may  be  used  in  the  subse- 
quent year  as  authorization  for  valid  prior  year  obligations. 
Budget  amendments  represent  the  authorization  to  spend  funds  not 
available  for  consideration  by  the  legislature.  They  are  subject  to 
approval  of  the  Governor. 

D.  Vacation  and  Sick   Leave 

Expenditures  are  not  recorded  for  annual  vacation  and  sick 
leave  costs  until  the  leave  is  taken.  Permanent  employees  are 
allowed  to  accumulate  and  carryover  a  maximum  of  two  times  their 
annual  accumulation  of  vacation.  Upon  termination,  qualifying 
employees  having  unused  accumulated  vacation  and  sick  leave 
receive  100  percent  payment  for  vacation  and  25  percent  payment 
for  sick  leave.  The  liability  amount  associated  with  unused  accumu- 
lated  vacation   and    sick   leave   at   June  30,    1983   was   approximately: 

Vacation  Leave  $127,749 

Sick  Leave  72,352 

Total  $200,101 
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2.  EMPLOYEES'  RETIREMENT  SYSTEM 

The  department  employees  are  covered  by  the  Montana  Public 
Employees'  Retirement  System  (PERS).  Under  this  plan,  the 
department  contributed  6.32  percent  of  an  employee's  gross  wages 
in  fiscal  years  1981-82  and  1982-83.  All  eligible  employees  con- 
tribute 6  percent  of  gross  wages  to  PERS.  The  department  con- 
tributed $89,082  for  employees  in  fiscal  year  1981-82  and  $97,263 
in  fiscal   year  1982-83. 

The  state's  policy  is  to  fund  accrued  pension  costs.  At 
June  30,  1982  the  Public  Employees'  Retirement  System  was  actu- 
arially sound  according  to  a  report  by  the  system's  actuary.  The 
unfunded  past  service  costs  and  the  actuarially  computed  value  of 
the  vested  benefits  are  not  readily  available  for  members  of  the 
plan  employed  by  the  department. 

3.  INSURANCE 


The  department  is  insured  by  the  state  of  Montana's  insurance 
plans  administered  by  the  Department  of  Administration. 

4.  NOTES    RECEIVABLE 

The  Fiduciary  Fund  on  the  Combined   Balance  Sheet  of  June  30, 
1983   (page  15)  shows  notes  receivable  in   the  amount  of  $1,544,796. 
These  are  composed  primarily  of  Junior  Agricultural   loans  to  Montana 
youth   and    Participation    Real    Estate  loans  to  farmers  and   ranchers. 
These  loans  are  from  one  to  twenty  years  in   length. 

5.  ACCOUNTS   RECEIVABLE 

The  accounts  receivable  of  $1,677,087  shown  in  the  Fiduciary 
Fund  on  the  Combined  Balance  Sheet  of  June  30,  1983  (page  15)  is 
composed  primarily  of  hail  insurance  premiums  due  to  the  department. 
Any  farmer  can  request  a  hail  insurance  policy  between  April  1 
and  August  15.  The  premium  is  then  payable  no  later  than  the 
following   November. 
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6.  INVENTORIES 

Supply  inventories  are  valued  using  a  current  cost  valuation 
method  which  approximates  the  first-in,  first-out  valuation  method. 
Supplies  are  expensed  at  the  time  of  purchase. 

7.  LEASE   COMMITIVIENTS 

The  department  is  liable  for  the  following  office  space  and 
equipment: 

MINIMUM 
LEASE  PAYMENTS 


1015   Broadwater   -   Billings 


Monthly 


(Plant  Industry  Division; 

lease  renewable  annually 

expires  June  30,  1984  $125 

1925  Grant  Avenue  -  Billings 

(Environmental  Management  Division) 

lease  renewable  annually 

expires  September  30,  1983  $100 

1430  South  5th  -  Bozeman 

(Environmental  Management  Division) 

lease  renewable  annually 

expires  September  30,  1983  $100 

1209  West  Koch  -  Bozeman 

(Plant  Industry  Division) 

lease  renewable  annually 

expires  June  30,  1984  $  50 

1921  Harrison  Avenue  -  Butte 

(Plant  Industry  Division) 

lease  renewable  annually 

expires  June  30,  1984  $100 

Post  Office  Building  -  Glasgow 

(Environmental  Management  Division) 

lease  renewable  month  to  month  $  85 

1016  9th  Avenue  South  -  Great  Falls 

(Environmental  Management  Division) 

lease  renewable  annually 

expires  September  30,  1983  $  80 
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(Continued) 


MINIMUM 
LEASE  PAYMENTS 

Monthly 

750  6th  Street  S.W.  -  Great  Falls 

(Wheat  Research  Unit) 

lease  renewable  annually 

expires  June  30,  1984  $672 

Post  Office  Building  -  Lewistown 

(Environmental  Management  Division) 

lease  renewable  month  to  month  $  60 


1418  West  Broadway  -  Missoula 

(Environmental  Management  Division) 

lease  renewable  annually 

expires  September  30,  1983  $  70 

11  -  3rd  Avenue  West  -  Poison 

(Plant  Industry  Division) 

lease  renewable  annually 

expires  June  30,  1984  $  60 

Public  Library  Building  -  Sidney 

(Plant  Industry  Division) 

lease  renewable  annually 

expires  June  30,  1984  $  75 

Word  Processor 

Display  Writer  Reportpack  and 

Textpack  4 

lease  renewable  annually 

expires  June  30,  1984  $  86 

Regal  Compiler,  1694-00  Software 

lease  renewable  annually 

expires  January  14,  1984  $  25 

1530  Columbia  -  Helena 

(Environmental  Management  Division) 

renewable  annually 

expires  June  30,  1984  $  88 


8.      INVESTMENTS 

Investments    (page  15)   are   stated   at   cost,   which  approximates 
market  value  unless  otherwise  indicated. 
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9.   GAAP  VS.  BUDGETARY  BASIS  DATA 

The  budget  basis  differs  from  generally  accepted  accounting 
principles  (GAAP)  for  encumbrances  outstanding  at  year-end. 
This  accounting  technique  reflects  expenditures  for  purchase 
orders,  contracts,  and  other  commitments  for  goods  and  services 
in  the  period  when  the  commitment  is  made  as  opposed  to  the 
period  when  the  product  is  received  and  payment  is  rendered.  At 
year-end,  in  accordance  with  state  policy,  major  qualifying  encum- 
brances are  reclassified  as  payables  and  charged  to  expenditures. 
Encumbrances  outstanding  do  not  constitute  expenditures  or  liabil- 
ities in  accordance  with  GAAP.  Because  GAAP  does  not  allow 
certain  encumbrances  outstanding  at  year-end,  the  expenditures  of 
the  General  Fund,  Special  Revenue  Fund,  and  Fiduciary  Fund 
differ  as  follows: 

Fiscal  Year-End 
June  30,    1983  Budgetary  Basis       GAAP  Basis         Differences 

Expenditures : 

General  Fund  $1,065,043  $1,045,574  ($19,469) 

Special  Revenue  Fund  2,013,165  1,940,291  (72,874) 

Fiduciary  Fund  1,492,634  1,492,216  (418) 

10.  TRANSFERS  TO  OTHER   AGENCY 

The  Department  of  Commerce  contracts  with  the  Wheat  Research 
and     Marketing    Committee    within    the    Department    of    Agriculture. 
The    amounts    of  $46,440   and   $38,619   are   the   actual    appropriations 
expended  by  the  Department  of  Commerce  during  fiscal  year  1982-83 
and    fiscal    year    1981-82,     respectively,     as    they    are    a    subagency 
under  the  Wheat   Research  and  Marketing  accounting  entity. 

11.  TRANSFER  FROM  COMMERCE 

This   amount    represents   a   transfer   of  the  balance  of  spending 
authority  of  the  Department  of  Commerce  from  the  Combined   General 
Ledger    to   the   Combining    General    Ledger   to   show   a   corresponding 
ending  balance  at  fiscal   year-end. 
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DEPARTMENT  OF  AGRICULTURE 

SCHEDULE  OF  FEDERAL  GRANT  RECEIPTS  AND  DISBURSEMENTS 

FISCAL  YEARS  ENDING  JUNE  30,  1982  AND  1983 


1982 


Grant  Number    Receipts^'''   Disbursements 


U.S.  Environmental  Protection  Agency 
Enforcement 

Indirect 
Certification 

Old  West  Regional  Commission 
Ag  Marketing 

Tokyo  Internal  Trade  Office 
Foreign  Markets 

Rural  Transportation 

Federal  Drug  Administration 
Medicated  Feed 

Total 


E008323-82-1 

$136,159 

$139,697 

E008323-82-0 

301,477 

280,506 

E008324-01.01 

29,522 

28,421 

E008353-82-0 

20,000 

38,825 

10971094 

-0- 

29,843 

10971134 

-0- 

14,187 

-0- 

13,923 

1-81 

60,000 

5,816 

223-80-4034 

4,968 

2,936 

$552,126 

$554,154 

1983 


U.S.  Environmental  Protection  Agency 
Enforcement 

Endrin 

Indirect 

Certification 


E0083-23-820 

$108,869 

$116,912 

E008323-83-3 

226,111 

223,468 

CR810516-0101 

39,533 

61,438 

E008324-01-01 

27,209 

28,261 

E008353-83-1 

6,015 

33,789 

Rural  Transportation 


1-81 


48,204 


Federal  Drug  Administration 
Medicated  Feed 

Total 


223-82-4034 


5,913 


$413,650 


7,910 


$519,982 


"The  receipts  column  reports  the  grant  award  amounts  that  were  received  during 
fiscal  years  1981-82  and  1982-83. 
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AGENCY    REPLY 


TEDSCHWINDEN 

GOVERNOR 


state  of  montana 
di:fartmknt  of  agriculture 

OFFICE  OF  THE  DIRECTOR 

AGRICULTURE/LIVESTOCK  BLDG. 

CAPITOL  STATION 

111  I.I  NA.  MOMAV  \  ?")(.20-()2(ll 


TELEPHONE: 
AREA  CODE  406 

4<]4  3144 


KEITH  KELLY 

DIRECTOR 


December  19,  1983 


Mr.  Robert  Ringwood 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  MT  59620 

Dear  Mr.  Ringwood: 

The  Montana  Department  of  Agriculture  submits  the  following 
response  to  the  audit  performed  by  your  office: 


RECEIVED 

DEC  2  0  1983 

'uPNTANA  LEGISLATIVE  AUD.'T^" 


Page  5  -  Financial  Status  Reports 


RECOMMENDATION: 


"We  recommend  the  Department  prepare  and  submit  financial 
status  reports  in  accordance  with  Federal  regulations." 


RESPONSE: 


We  concur  and  have  taken  steps  to  implement  the  re- 
coramendat  ion . 


Page  6  -  Reporting  Function 


RECOMMENDATION: 


"We  recommend  the  Department  implement  its  reorganization 
plan  to  transfer  the  reporting  and  accounting  functions  for 
federal  grants  to  Centralized  Services." 


RESPONSE: 


We  are  pleased  you  concur  with  the  Department's  plans  to 
transfer  the  federal  grant  reporting  and  accounting  functions 
to  Centralized  Services. 
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An  Affirmative  Aclion/Equal  Emptoymeni  Opporlumly  Employer 


Mr.  Robert  Rlngwood 

Page  2 

December  19,  1983 


Page  7  -  Excess  Federal  Cash 
RECOMMENDATION: 

"We  recommend  the  Department  request  federal  moneys  only 
as  needed  to  minimize  cash  balances." 

RESPONSE: 

We  concur  and  implementation  of  this  recommendation,  along 
with  Recommendation  1  and  4  will  correlate  with  the  transfer  of 
the  reporting  and  accounting  functions  for  federal  grants  to 
Centralized  Services. 

Page  8  -  Federal  Payments 

RECOMMENDATION : 

"We  recommend  the  Department  monitor  the  federal  funds  to 
ensure  non-general  fund  money  is  spent  before  general  fund  money." 

RESPONSE: 

We  concur  and  implementation  is  ensured. 

Page  9  -  Hail  Insurance  Adjusters 
RECOMMENDATION : 

"We  recommend  the  department: 

A.  Accrue  vacation  and  sick  leave  for  actual  hours  worked 
as  required  by  law. 

B.  Pay  the  adjusters  overtime  for  hours  worked  in  excess  of 
40  hours  per  week  as  required  by  law. 

C.  Work  with  the  Department  of  Labor  and  Industry  to  properly 
classify  the  Hail  Insurance  Adjusters." 


RESPONSE; 


A.  We  concur  and  leave  will  be  based  on  40  hour  work  periods. 

B.  We  concur  and  implementation  of  overtime  will  be  established 
next  (FY  '85)  season. 
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Mr.  Robert  Ringwood 

Page  3 

December  19,  1983 


C.   Hail  adjusters  are  properly  classified  from  state 
classification  and  pay  plan  aspect.   Efforts  to 
classify  hail  adjusters  as  agricultural  workers  has 
been  denied  by  Department  of  Labor  and  Industry. 


Page  10  -  Revenue  Cutoff 

RECOMMENDATION: 

"We  recommend  the  Department  recognize  revenue  in  accordance 
with  the  modified  accrual  basis  of  accounting  and  state  accounting 
policy." 

RESPONSE: 

We  concur  and  ensure  implementation. 

Page  12  -  Property,  Plant  &  Equipment 
RECOMMENDATION: 

"We  recommend  the  Department: 

A.  Review  and  approve  all  PAMS  documents  to  prevent  coding 
errors. 

B.  Ensure  all  property  changes  are  documented  on  PAMS. 


RESPONSE: 


A.  We  concur  and  efforts  to  avoid  reoccurance  of  error  will 
be  increased  to  implement  the  recommendation. 

B.  Implementation  to  update  property  changes  on  PAMS  is  in 
process. 


I  would  like  to  thank  you  and  your  staff  for  the  courteous  and 
professional  manner  in  which  the  audit  was  conducted. 


Sincerely, 


KK:sl 


Ceith  Kelly,  Diyector 
Department  of  Agriculture 
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